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Figure 1: Portion of Household Assets in Corporate Equity and Real Estate by Wealth Percentile,
1989 and 1998. The data are from the 1989 and 1998 Survey of Consumer Finances. We would
like to thank Joe Tracy for kindly providing us the data for this figure.
Figure 1: Portion of Household Assets in Corporate Equity 
























house98Figure 2: Two-year labor income profile. This figure shows estimated age dummies and a
fitted third-order polynomial.  The data are from the PSID for the years 1970 through 1992. We
use a broad definition of labor income, defined as total reported labor income plus unemployment
compensation, workers compensation, social security, supplemental social security, other welfare,
child support and total transfers (mainly help from relatives), all this for both head of household
and if present his spouse. Observations which still reported zero for this broad income category
were dropped. In order to obtain a random sample we dropped families that are part of the Survey
of Economic Opportunities subsample.
























sFigure 3: Benchmark utility distribution. This figure shows various percentiles of the
distribution of realized utility when we simulate the model for 1,000 households. The parameters
of the model are given in Tables 1 and 2, with the size of the house that needs to be financed
equal to $150,000.  The figure illustrates utility for an ARM and for FRMs with refinancing costs
of $1,000 and $100,000 (which effectively prohibits refinancing).

















ARM Refcost = 100 Refcost = 1Figure 4: Mortgage refinancing. This figure shows the cumulative proportion of investors who
choose to refinance FRM mortgages on houses worth $150,000 and $100,000.  The parameters of
the model are given in Tables 1 and 2, with a refinancing cost of $1,000.
























House = 150 House = 100Figure 5: Utility distribution with a smaller house. This figure shows various percentiles of
the distribution of realized utility when we simulate the model for 1,000 households. The
parameters of the model are given in Tables 1 and 2, with the size of the house that needs to be
financed equal to $100,000.  The figure illustrates utility for an ARM and for an FRM with a
refinancing cost of $1,000 and $100,000 (which effectively prohibits refinancing).




















ARM Refcost = 100 Refcost = 1Figure 6: Utility distribution with reduced labor income risk. This figure shows various
percentiles of the distribution of realized utility when we simulate the model for 1,000
households. The parameters of the model are given in Tables 1 and 2, with house size equal to
$150,000 and the standard deviation of temporary labor income shocks reduced to 0.035 in
annual terms.  The figure illustrates utility for an ARM and for an FRM with a refinancing cost of
$1,000 and $100,000 (which effectively prohibits refinancing).


















ARM Refcost = 100 Refcost = 1Figure 7: Utility distribution with increased risk aversion. This figure shows various
percentiles of the distribution of realized utility when we simulate the model for 1,000
households. The parameters of the model are given in Tables 1 and 2, with a house size of
$150,000 and higher risk aversion of 5.  The figure illustrates utility for an ARM and for an FRM
with a refinancing cost of $1,000 and $100,000 (which effectively prohibits refinancing).




















ARM Refcost = 100 Refcost = 1Figure 8: Utility distribution with nominal ARM and FRM and inflation-indexed FRM
contracts. This figure shows various percentiles of the distribution of realized utility when we
simulate the model for 1,000 households. The parameters of the model are given in Tables 1 and
2, with the size of the house that needs to be financed equal to $150,000.  The figure illustrates
utility for an ARM and a nominal FRM with refinancing cost of $1,000, an inflation-indexed
FRM whose real payments which diminish at the average  rate of inflation, and an inflation-
indexed FRM with fixed real mortgage payments.

















ARM FRM Indexed - Declining Indexed - Fixed